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II.  THE  ELLIOTT  -WALKER  REPORT:  A  REVIEW 


When  Mr.  Aberhart’s  government  took  office  in  August, 

1935,  it  found  the  provincial  treasury  empty  and  a  long  series 
of  budget  deficits.  Almost  the  first  act  of  the  new  administration 
was  the  appointment  of  Mr.  R.  J.  Magor,  a  well-known  Montreal 
industrialist,  to  make  a  report  on  the  financial  position  of 
the  province  preliminary  to  an  attempt  to  balance  the  budget. 

After  a  report  from  Mr.  Mag0r,  the  Hon.  E.  C.  Manning,  acting 
premier  of  the  province,  on  December  5,  1935,  wrote  to  the 
investment  houses  and  chartered  banks  stating  that  the  govern¬ 
ment  had  "been  forced  to  the  conclusion  that  an  adjustment  in 
our  debt  charges  seems  unavoidable  if  we  are  to  meet  our 
necessary  obligations  and  balance  our  Budget”.  The  co-operation 
of  the  investment  houses  and  banks  was  requested  in  setting 
up  a  medium  for  negotiation  with  the  holders  of  Alberta  securities 
with  a  view  to  converting  the  existing  indebtedness  of  the 
province  amounting  to  about  $160  million  into  new  securities 
bearing  "an  interest  rate  of  approximately  two  and  three 
quarters  per  cent,  plus  the  full  Sinking  Fund”  which  the  govern¬ 
ment  felt  "would  approximate  the  annual  capacity  of  the  Province 
to  pay  on  debt  account”.  Some  compensation  for  a  lower  interest 
rate  would  be  afforded  through  "alteration  of  maturities  and 
increased  assurance  of  security”,  though  it  was  asserted  that 
the  government  had  ”not  formulated  any  cut  and  dried  plan 
because  it  desires  fully  to  learn  and  consider  the  view  of  the 
holders  of  the  securities”.  With  the  Dominion-Provincial 
Conference  about  to  meet  in  Ottawa  and  much  current  discussion 
of  Loan  Council  schemes  to  refund  provincial  indebtedness  under 
Dominion  guarantee,  Messrs.  Elliott  and  Walker  observe  concerning 
the  attitudes  of  investment  houses  to  the  Alberta  government’s 
proposals,  that  ”it  was  apparently  considered  unwise  to  intrude 
into  inter-governmental  plans  and  no  complete  replies  to  the 
Government’s  suggestions  were  received”  (ch.  ii,  p.2). 


1  Courtland  Elliott  and  J.  A.  Walker.  "Report  to  Alberta 
Bondholders*  Committee:  A  Purvey  of  the  Fiscal  Problems  of 
the  Province  of  Alberta  in  relation  to  the  Economic  and  Social 
Conditions  affecting  them.  Edmonton,  July  17,  1936”. 

The  report  was  mimeographed  and  privately  distributed.  The 
Committee  kindly  provided  a  copy  for  the  use  of  the  reviewer, 
and  this  copy  has  been  deposited  with  their  consent  in  the 
University  of  Toronto  Library.  The  Committee  also  issued  a 
mimeographed  "Statement  of  Bondholders’  Committee  to  Alberta 
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On  January  15,  1936,  at  a  critical  period  in  the  Loan 
Council  discussions,  an  Alberta  maturity  of  $2  million  was 
financed  by  the  Dominion  government  to  avoid  default*  (This, 
of  course,  was  not  the  first  case  of  this  sort  as,  owing  to 
the  unwillingness  of  investors  to  purchase  the  bonds  of  Western 
Provinces,  the  Dominion  had  been  supplying  the  necessary  funds 
to  meet  principal  maturities  for  several  years.)  As  negotiations 
proceeded  Mr.  Dunning  made  acceptance  of  the  Loan  Council  a 
condition  of  loans  to  meet  further  Alberta  maturities,  and  since 
Mr.  Aberhart  would  not  accept  the  Loan  Council  scheme  in  its 
entirety,  declaring  that  the  proposals  were  not  sufficiently 
definite  and  that  they  carried  grave  threats  to  the  fiscal 
autonomy  of  the  province,  Alberta  on  April  1,  1936,  achieved 
the  distinction  of  being  the  first  province  in  the  history 
of  the  Dominion  to  default  on  a  principal  maturity.  The  default 
in  the  payment  of  the  maturity  amounted  to  $>2 ,846,000,  interest 
being  paid  in  full. 

In  March  the  Alberta  provincial  budget  provided  for 
extremely  heavy  increases  in  taxation  and  estimates  were 
pared  with  a  view  to  avoiding  any  further  borrowing  either 
for  capital  purposes  or  for  financing  the  provincial  share 
of  unemployment  and  agricultural  relief.  On  this  basis  and 
with  unreduced  interest  payments,  estimated  revenues  fell  some 
$2,549,000  short  of  cash  requirements.  The  government  then 
passed  the  Provincial  Loans  Refunding  ^ct  providing  for  the 
compulsory  refunding  of  the  provincial  debt  at  lower  interest 
rates,  but  the  Act  was  not  to  come  into  force  until  proclaimed. 
As  an  alternative  to  proclamation  of  this  Act,  the  government 
apparently  preferred  to  secure  the  immediate  relief  afforded 
by  a  50  per  cent,  reduction  of  interest  payments  by  0rder-in- 
Council ,  thus  permitting  further  consideration  of  the  larger 
question  of  permanent  refunding.  (Alberta  bonds  had  carried 
an  average  coupon  rate  of  approximately  4.9  per  cent,  so  that 
the  cut  reduced  the  average  rate  payable  to  2.5  per  cent.) 

The  government  of  Alberta  by  Order-in-Council  dated  May 
30,  1936,  reduced  the  rates  of  interest  payable  on  the  funded 
debt  of  the  province  by  one-half (with  a  minimum  of  2  per  cent.) 
effective  on  accruing  interest  as  from  June  1,  1936.  On 
June  11  a  Committee  of  the  Alberta  bondholders  with  Mr.  J .  M. 
Macdonnell,  general  manager  of  the  National  Trust  Company,  as 
chairman,  and  including  representatives  of  Canadian  and  American 
life  insurance  and  mortgage  companies,  certain  cities  in  Western 
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Canada,  and  the  United  Church  of  Canada  (a  large  debenture 
holder),  met  a  Committee  of  the  Alberta  Cabinet.  Though 
unable  to  persuade  the  government  to  postpone  the  reduction 
in  interest  rates,  they  made  satisfactory  arrangements  for 
a  study  of  the  financial  position  of  the  province  by  Messrs. 
Elliott  and  Walker  on  behalf  of  the  bondholders.  The  provincial 
government  instructed  its  officials  to  extend  every  possible 
assistance  to  the  Committee’s  investigators  who,  in  addition 
were  able  to  secure  the  valuable  services  of  Mr.  J.  C. 

Thompson,  the  retiring  provincial  auditor,  as  technical  advisor* 

The  Report  of  the  investigators  to  the  Bondholders’ 

Committee  is  a  massive  volume;  its  opening  chapter  summarizes 
the  essential  conclusions;  two  introductory  chapters  review 
recent  fiscal  developments  in  Alberta  and  outline  the  scope 
of  the  Report;  other  chapters  set  forth  in  detail  the  economic 
development  of  Alberta,  the  wealth,  income,  and  economic 
capacity  of  the  province  to  meet  interest  payments  on  its 
bonded  indebtedness,  the  organization  of  public  finance  in 
Alberta  and  the  other  Prairie  Provinces,  the  public  debt  of 
Alberta,  the  sources  of  provincial  revenue,  the  nature  and 
amounts  of  provincial  expenditures,  "revised"  budgets  for 
1936-7  and  for  "normal"  years  demonstrating  Alberta’s  capacity 
to  meet  all  interest  payments  in  full;  a  final  chapter 
emphasizes  the  dangers  inherent  in  arbitrary  reduction  of 
interest  on  public  debentures  and  restates  the  bondholders’ 
position,  in  the  numerous  appendices  are  included:  the  December, 
1935,  letter  by  the  Hon.  E.  C.  banning  as  acting  premier  of 
Alberta  to  Canadian  investment  Houses  and  the  chartered  banks 
seeking  a  basis  for  the  voluntary  refunding  of  Alberta’s  debt 
at  lower  interest  rates;  the  March,  1936,  correspondence  between 
the  Hon.  C.  A.  Dunning,  Dominion  minister  of  finance  and 
Premier  Aberhart  of  Alberta  dealing  with  the  Loan  Council 
proposals  and  the  terms  under  which  the  Dominion  would  assist 
Alberta  in  meeting  its  principal  maturity  of  April  1,  1936; 
the  proposed  Loan  Council  amendment  to  the  British  North  America 
Act  relating  to  taxation  and  the  guarantee  of  provincial  debts; 
the  Alberta  Act  providing  for  a  compulsory  refunding  of  the 
bonded  indebtedness  of  the  province  assented  to  in  April,  1936; 
the  Alberta  Order- in -Council  of  May  30,  1936,  providing  for 
reduction  of  interest  payable  on  provincial  bonds;  comparative 
statistics  outlining  the  tax  systems  and  distribution  of 
provincial  revenues  in  each  of  the  three  xrairie  Provinces; 
extensive  tables  of  financial  statements  from  the  public  accounts 
of  the  province  of  Alberta;  and,  finally  " revised"  and  "normal" 
budgets  for  the  province  containing  provision  for  full  interest 
payments. 


x 


x 


X 


.  u  , 

v  .  t 


.  .  '  .  . 
.  '  ..  ;;  ‘  .  ’  ' 

; 

*  •  »  • 


«  ‘  •  - 


: 

: 


. 


.  .  '  .  "  ’  V  :  t  :•  U.. 

«  ■: 

;  •  .  ..  ....  :  :  t 

.  . ; 


. 


. \ 

■  •  ? 

j  ..  . . 

•  '  •  .  .  . 

{  •  ’  -  J  •*  .  ■  .  .  .... 

. 

■ 


. 


4 


The  investigators  have  brought  in  a  verdict  that  "there 
is  capacity  on  the  part  of  Alberta  to  meet  full  provincial 
interest  payments  from  the  aggregate  net  income  of  the  people 
of  the  Province”  (ch.  i,  p.4).  Their  technique  is  simple. 

From  the  estimated  total  net  value  of  production  plus  the 
estimated  value  of  certain  services  are  deducted  retail 
sales  plus  an  allowance  for  the  services  of  certain  gainfully 
occupied  groups  in  the  province.  The  annual  balances,  or 
"margin  of  income",  secured  in  this  way  are  impressive. 

They  range  from  a  high  of  $261,7  million  in  1927  to  a  low 

of  $34  million  in  1930,  followed  by  a  recovery  to  $90.8 

million  in  1934  with  further  improvements  suggested  for 

1935  and  1936.  But  allowance  for  double  counting  and  omissions, 

makes  possible  a  wide  margin  of  error.  Thus  Mr.  D.  C.  MacGregor 

has  been  able  to  show  (infra,  p.533)  that  the  1930  "balance”, 

for  instance,  should  probably  have  been  in  the  neighbourhood 

of  minus  $14  million  rather  than  the  investigator’s  plus  $34  million. 

The  investigators  concede  that  "to  the  extent  that  they  are 

not  supplemented  by  outside  borrowing"  the  total  net  values 

of  goods  and  services  produced  "must  provide  not  only  ordinary 

living  expenses  and  services,  but  also  the  cost  of  government, 

the  support  of  church,  educational  and  charitable  institutions, 

the  interest  and  instalments  of  maturing  principal  of  private 

indebtedness,  the  expenses  of  transportation,  communication 

and  other  public  utilities,  the  construction,  maintenance 

and  extension  of  fixed  assets  and  equipment,  the  premiums  of 

life  and  fire  insurance  policies,  etc."(ch.  iv,  p.  32).  fhey 

also  agree  that  all  cash  payments  in  the  nature  of  savings, 

such  as  premiums  on  life  insurance,  the  construction  of  new 

buildings,  and  the  acquisition  of  new  equipment  are  not 

entirely  optional  with  the  individual.  Yet  the  "Balances" 

secured  before  any  allowances  are  made  for  such  enforced 

savings,  for  a  wide  range  of  public  utility  services,  for 

replacements  normally  chargeable  to  operating  expenses  rather 

than  to  capital  account,  and  for  any  payments  of  interest 

or  maturing  principal  of  private  indebtedness,  become  without 

reservation  "conservative  estimates  of  the  balance  of  income 

available  for  the  interest  on  the  provincial  debt"  (ch.  iv,  p.38). 

4  significant  defect  of  the  Report  is  that,  although 
the  nature  and  rapidity  of  agricultural,  and,  to  a  lesser 
degree  industrial,  development  which  made  Alberta  essentially 
a  debtor  community  is  recognized,  together  with  the  economic 
vulnerability  which  results  from  emphasis  on  an  export 
staple  subject  to  wide  variations  in  price  and  volume, 
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there  is  no  consideration  of  the  sharp  increases  in  the  absolute 
and  relative  burden  of  non-government  debt  during  the  depression. 
Consequently,  the  close  relationship  between  such  fixed  charges 
as  must  be  met  and  the  volume  of  retail  trade  is  not  adequately 
recognized  by  the  investigators,  who  assume  that  "generally  speak¬ 
ing,  the  cost  of  living,  including  essential  medical  and  other 
services,  is  naturally  the  first  payment  out  of  income"  (Ch,  IV, 

P.  33)*  For  the  farmer,  at  least,  operating  expenses,  not  all  of 
which  have  been  deducted  from  the  "net"  income  figures  given  in  the 
REPORT,  are  the  most  rigid  element  in  the  structure.  Since  living 
standards  show  much  greater  flexibility,  municipal  taxes  and  debt 
charges  (especially  under  the  crop  share  provisions  of  mortgages 
and  agreements  for  sale  of  land  and  even  after  allowance  has  been 
made  for  debt-postponement  legislation)  may  impinge  upon  living  standards 
and  thus  make  living  expenses  residual  rather  than  primary  charges. 

Looked  at  in  this  way,  the  annual  "balance"  or  "margin  of  income" 
becomes  rather  less  real. 

Messrs.  Elliott  and  Walker  properly  point  out  that  "real"  in¬ 
come  in  Alberta  did  not  decline  as  rapidly  as  money  income  because  of 
the  falling  prices  of  goods  and  services,  but  they  reveal  a  startling 
ignorance  of  the  actual  relationship  of  Western  farm  costs  to  Western 
wheat  prices  and  of  the  general  economic  position  of  the  wheat  grower 
when  they  argue  that  "theoretically"  (the  qualifications  is  to  cover 
the  increased  burden  arising  from  the  "rise  in  social  dependency"), 
"although  a  farmer  might  sell  the  same  quantity  of  wheat  at  lower 
prices  in  1932  than  in  1922  and  his  gross  income  would  thereby  be  re¬ 
duced,  the  cost  of  food,  clothing,  etc.,  would  also  be  reduced  and 
the  margin  available,  after  meeting  these  primary  necessities,  might 
still  be  quite  sufficient  to  meet  taxes,  interest,  insurance  and  other 
fixed  charges.  In  such  a  case  there  would  have  been  complete  adaptation 
to  a  lower°scale  of  money  values  without  any  pressure  upon  the  standard 
of  living"  (ch.  iv,  p.  29).  But  the  table  showing  the  index  ratio  of 
Canadian  farm  products  to  manufactured  goods  upon  which  the  investigators 
later  relv  (ch.  iv,  p.  A6)  shows  a  decline  of  more  than  one— third  in  the 
purchasing  power  of  Canadian  farm  products  between  1928  and  1932.  Further¬ 
more,  if  the  ratio  had  beer,  expressed  in  terms  of  Alberta  wheat  prices 
and  the  retail  prices  of  commodiLties  which  the  Alberta  v-heat-— grower  must 
buy,  the  decline  in  purchasing  power  would  have  been  much  more  pro¬ 
nounced.  The  difficulties  of  paying  interest  and  other  fixed  charges 
from  the  sale  of  32  cent  wheat  (the  average  farm  price  in  Alberta  in  1932) 
are  obvious.  This  failure  to  face  the  full  implications  of  low  wheat 
orices  leads  the  investigators  to  minimize  the  extent  to  which  capital 
disinvestment  has  taken  place  since  the  rapid  depletion  of  agricultural, 
reserves  in  the  early  stages  of  the  depression;  and,  therefore,  statistics 
of  the  estimated  net  value  of  agricultural  production  in  Alberta  (which 
after  a  drastic  decline  from  -£301.9  million  in  1927  to  489.9  mil] ion 
nn  1930  recovered  sufficently  to  average  £106.6  million  for  the  next- 
four  years)  are  held  to  "show  that  after  the  initial  acute  reduction 
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of  agricultural  returns  had  occurred,  no  further  deterioration 
has  taken  place  and  for  several  years  moderate  recovery  has  been 
in  progress'*  (ch.  iv,  p.  24). 

x  xx 


Having  established  to  their  own  satisfaction  "undoubted 
economic  capacity  to  pay",  Messrs.  Elliott  and  Walker  go  on  to 
assert  "that  Alberta  has  reached  a  point  where  a  completely  bal¬ 
anced  budget  is  within  her  grasp  and  ...  that  the  present  sources 
of  revenue  are  sufficient,  without  increase  in  the  funded  debt,  to 
meet  the  costs  of  the  usual  services  of  government  and  justify 
full  interest  payments"  (ch.iv,  p.29).  The  demonstration  of  this 
proposition  necessitates  an  analysis  of  Alberta's  public  debt,  the 
sources  of  revenue,  and  the  nature  of  annual  expenditures  as  the 
basis  for  a  revision  of  the  provincial  treasurer's  budget. 

In  reviewing  the  fiscal  history  of  the  province,  the  invest¬ 
igators  are  not  unduly  critical  of  government  spending.  Alberta 
dropped  $11.5  million  on  her  railway  enterprises,  and  $11  million 
on  rural  telephones,  while  ultimate  losses  on  irrigation  projects 
will  probably  run  from  $6  to  $10  million.  But  Messrs.  Elliott 
and  Walker  declare  that  "from  any  point  of  view,  if  regard  is 
paid  to  the  necessities  of  rapid  development,  Alberta's  public 
debt  in  1929  could  not  be  regarded  as  being  materially  out  of 
line  with  the  rest  of  Canada"  (ch.iv,  p.  28).  Since  1929  despite 
increases  in  taxation,  there  has  been  a  heavy  increase  in  the 
burden  of  unproductive  debt;  budget  deficits  amounting  to  $13 
million  (not  including  deficits  on  the  government  telephone 
system)  and  relief  expenditures  amounting  to  $17  million  have 
been  capitalized;  heavy  borrowings  for  these  and  other  govern¬ 
ment  expenditures  have  added  $2.3  million  to  annual  interest 
charges  until,  at  $8.4  million,  last  year  interest  payments  ab¬ 
sorbed  half  the  total  revenues  of  the  province. 

Messrs.  Elliott  and  Walker  offer  little  criticism  of  the 
existing  system  of  taxation  in  Alberta  now  that  the  present  ad¬ 
ministration  has  raised  the  income  tax  to  levels  comparable  with 
Saskatchewan  and  Manitoba,  imposed  a  sales  tax  as  an  alternative 
to  a  wage  tax,  increased  the  supplementary  revenue  or  social  ser¬ 
vice  tax  on  real  property  by  50  per  cent.,  and  has  begun  to  tigh¬ 
ten  up  the  admtaistration  of  the  gasoline  tax.  There  is  no  sugg¬ 
estion  that  expenditures  might  be  further  reduced  by  cutting  the 
social  services;  in  education  beyond  closing  one  normal  school 
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for  teachers,  Messrs#  Elliott  and  Walker  "  do  not  believe  that 
expenditures  can  be  reduced  below  present  levels  without  impair¬ 
ing  the  minimum  educational  facilities  now  being  accorded"  (ch. 
viii,p.  103);  the  investigators  were  informed  that  mothers’ 
allowances  "are  lower  in  many  instances  than  applicants  would 
ordinarily  receive  by  way  of  relief"  (p.  110 ).  With  respect  to 
old  age  pensions  "even  if  the  Province  were  to  abandon  the  pre¬ 
sent  scheme,  it  is  doubtful  if  there  would  be  any  ultimate 
saving,  as  many  of  those  who  are  now  receiving  pensions  would  be 
forced  to  apply  for  relief;  the  full  burden  would  then  be  on  the 
Province  whereas  under  the  existing  scheme,  75  per  cent#  of  the 
expenditure  is  borne  by  the  Dominion"  (p#  111)#  Small  increases 
in  expendutures  on  some  other  social  services  are  anticipated  and 
the  necessity  for  agricultural  and  unemployment  relief  expenditures 
is  recognized(pp. 115-8) .  With  capital  disinvestment  already  a 
serious  problem,  there  is  little  chance  for  further  economies 
in  the  Highways  Department  where  "officials  expressed  the  opinion 
that  present  appropriations  for  maintenance  are  at  a  minimum  and 
that  the  entire  provincial  investment  in  highways  would  be  lost 
unless  expenditures  are  maintained  at  their  present  or  higher 
levels",  and  "that  certain  highways  have  practically  reverted 
back  to  dirt  roads  through  lack  of  funds  for  maintenance  purposes" 

(p.113). 

Although  the  main  features  of  the  1936-7  budget  are  thus 
accepted  by  the  investigators  as  fairly  satisfactory,  important 
revisions  are  stiggested.  They  argue  that  the  budget  overstates 
expenditure  by  $1,358,660  through  charging  to  current  account 
items  which  might  have  been  charged  to  capital.  Further,  admin¬ 
istrative  economies  are  estimated  to  save  $256,700,  and  additional 
revenues  of  $56,600  are  anticipated.  The  proposed  suspension  of 
the  sinking  fund  and  of  interest  payments  on  provincial  securities 
held  by  the  sinking  fund  involves  decreases  in  expenditure  of 
$997,000  and  $400,000  respectively.  Thus  the  estimated  deficit 
for  the  current  year  is  reduced  to  $838,750,  which  is  to  be 
"financed"  for  the  present  fiscal  year  at  least  by  slight  ad¬ 
justments  in  the  treatment  of  revenues  in  the  motor  licence  and 
income  tax  departments  (ch.  ix,  p.  125).  Further  adjustments  not 
strictly  applicable  to  the  1936-7  budget,  but  designed  to  illustrate 
a  "normal"  budget  without  major  alterations  in  revenues  or  expend¬ 
itures  (and  without  provision  for  resumption  of  sinking  fund  pay¬ 
ments),  would  reduce  the  deficit  to  $192,216.  The  most  significant 
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items  in  the  "normal "budget  are  revenue  gains  through  re¬ 
covery  of  a  non-recurring  loss  due  to  change  of  the  motor 
licence  year ($578,000)  and  the  imposition  of  coal  mine 
licences  ($112,500),  and  reductions  of  expenditures  by 
closing  the  Camrose  Normal  School  ($25,000),  by  reducing 
expenditures  on  new  public  buildings  ($132,000),  and  by 
reducing  the  number  of  members  of  the  Legislative  Assembly 
from  63  to  34  and  the  members'  indemnities  from  $1,800  to 
$1,500  a  year  ($62,400). 

The  revised  budget  for  1936-7  as  outlined  above, 
requires  analysis.  Certain  revisions  are  incorporated, 
about  which  there  can  be  no  difference  of  opinion  since 
they  are  based  upon  events  since  the  official  budget  estimates 
were  made.  These  include  reduction  of  the  rate  of  interest 
payable  on  the  $25  million  of  Alberta  treasury  bills  held 
by  the  Dominion,  effecting  an  annual  saving  of  $214,000; 
interest  provided  for,  but  not  required  under  the  government's 
present  debt  policy;  reduced  sales  tax  administration  costs; 
and  other  minor  adjustments  which  would  bring  further  savings 
of  $325,000,  or  a  total  of  $537,000.  The  investigators 
rightly  considered  that  the  government  under-estimated 
requirements  for  unemployment  relief  and  have  added  $200,000 
more  for  this  purpose  as  well  as  $80,000  for  other  items.  On 
the  revenue  side,  they  do  not  expect  that  the  estimated  net 
increase  of  $1,014,100  will  be  realized,  observing  that  "over 
a  period  of  years  estimates  of  revenue  have  seldom  realized 
the  budget  anticipations  of  the  provincial  treasurer" (ch.viii, 
p.  88).  2  The  unsatisfactory  business  situation  arising 
out  of  the  drought  will  work  havoc  with  the  estimates  of 
both  the  provincial  treasurer  and  the  bondholders'  investigators. 


2  Analysing  the  revised  estimate  of  revenue  in  more  detail, 
other  doubtful  items  may  be  noted.  Messrs.  Elliott  and  Walker 
anticipate  that  a  50#  increase  in  the  supplementary  revenue 
tax  (a  surcharge  on  the  local  property  tax)  will  yield  an  in¬ 
crease  of  more  than  50#  in  revenue,  notwithstanding  that  the 
reported  arrears  of  this  tax  are  almost  equal  to  three  years' 
levies  on  all  farm  property  in  Alberta.  It  is  expected  that 
half  of  the  advances  for  seed  grain,  feed  and  fodder,  and  tra¬ 
ctor  fuel  will  be  collected,  yielding  $375,000,  and  that  the 
liquor  administration  will  yield  an  additional  $75,000  of  pro¬ 
fits  over  and  above  the  provincial  treasurer's  anticipated 
increase  of  $358,000. 
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Higher  wheat  prices  have  not  been  enough  to  offset  the  low 
yield  which  is  hardly  more  than  50  per  cent,  of  the  ten  year 
average.  Present  indications  are  that  sales  tax  revenues 
will  not  be  more  than  half  the  government  estimate  and  prob¬ 
ably  $250,000  below  the  ’'revised1’  estimates.  Last  year  the 
provincial  contribution  to  agricultural  relief  in  Alberta 
was  $1,904,000  and  despite  increased  assistance  from  the 
Dominion  government  it  seems  unlikely  that  the  province  will 
be  able  to  hold  down  expenditures  under  this  heading  to  the 
$926,000  provided  in  the  current  estimates.  The  rapid  in¬ 
crease  in  unemployment  in  Alberta  will  necessitate  much  larger 
expenditures  for  urban  relief  than  those  provided  in  either 
the  provincial  treasurer's  or  the  "revised"  estimates  (espec¬ 
ially  since  neither  budget  contains  any  provision  for  loans 
to  cities  which  amounted  to  $750,000  in  1934-5  and  $450,000 
in  1935-6).  Finally,  since  Alberta  has  failed  to  show  the 
expected  increase  in  population  and  has  fallen  short  of  the 
required  800,000,  most  of  the  $244,000  increase  in  the  Dom¬ 
inion  subsidy  included  in  the  1936-7  estimates  of  the  prov¬ 
incial  treasurer's  will  not  materialize.  In  the  light  of 
these  discouraging  facts,  one  might  hazard  the  melancholy 
guess  that  the  provincial  treasurer  of  Alberta  (assuming  that 
he  adheres  to  his  non-borrowing  policy  3  and  refuses  to 
make  further  cuts  in  the  social  services)  will  have  difficulty 
in  balancing  his  1936-7  budget  even  after  the  50  per  cent, 
reduction  in  interest  payments  and  the  suspension  of  all 
sinking  fund  payments. 


X  XX 


3  -It  is  interesting  to  note  that  the  provincial  treas¬ 
urer  was  determined  to  achieve  the  fiscal  orthodoxy  of  a 
balanced  budget  and  was  more  conservative  than  the  investi¬ 
gators  in  refusing  to  charge  deficits  and  relief  costs  to  cap¬ 
ital.  The  Government  had  set  its  face  against  borrowing 
"which"  Messrs.  Elliott  and  Walker  assure  us  ’’is  the  usual 
method  of  meeting  such  an  emergency"  (chap,  iii,  p.  1)  The 
suggestion  that  depressions  should  be  financed  by  budget 
deficits  comes  as  something  of  a  shock  from  bondholders' 
repre  sentat ive  s . 
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The  efforts  of  Messrs#  Elliott  and  Walker  to  prove  econ¬ 
omic  and  fiscal  capacity  to  pay  full  interest  rates  fail  to 
carry  conviction.  Their  findings  provide  the  basis  for  the 
argument  advanced  in  the  "Statement  of  Bondholders’  Committee 
to  Alberta  Government"  and,  despite  the  change  in  economic 
conditions  in  Alberta  that  was  evident  by  the  middle  of  Sept¬ 
ember,  the  members  of  the  Committee  assert  that  "we  see  no  rea¬ 
son  to  modify  our  conclusion,  based  on  the  survey,  that  the 
province  is  solvent  and  has  capacity  to  pay  its  interest  obli¬ 
gations  in  full".  If  the  government  declines  to  accept  this 
decision,  the  Committee  would  suggest  an  impartial  commission 
to  make  a  study  of  the  Report  and  any  other  material  relevant 
to  the  situation#  This  is  the  only  "concession"  offered.  Arb¬ 
itrary  reduction  of  interest  rates  may  constitute  repudiation 
to  the  bondholders  and  their  spokesmen  who  see  in  it  unwilling¬ 
ness  rather  than  inability  to  pay,  but  it  is  idle  to  argue,  as 
the  Committee  does,  that  an  annual  saving  of  $3*6  million  in 
debt  charges  "would  not  provide  an  important  or  effective  mea¬ 
sure  of  relief",  for  no  one  in  We stern  Canada  at  least  can  ser¬ 
iously  doubt  that  it  eases  the  immediate  pressure  enormously. 
The  rigidities  in  public  finance  caused  by  high  interest  rates 
and  mounting  indebtness  in  an  area  characterized  by  a  highly 
variable  net  income  have  thrown  an  increasing  strain  upon  ec¬ 
onomic  and  political  institutions  in  the  Prairie  Provinces, 
and  Mr.  Aberhart's  drastic  action  is  significant  as  the  revolt 
of  a  debt-ridden  agrarian  frontier  against  a  burden  that  was 
rapidly  becoming  intolerable  and  as  part  of  the  fight  of  the 
farmers  for  a  decent  standard  of  living. 


-  G.E.  Britnell.- 


The  University  of  Saskatchewan. 
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THE  KLLIOTT-WALKER  REPORT; 


1 

A  REJOINER, 


The  Report  to  the  Alberta  Bondholders1  Committee  is  not, 
and  was  not  intended  to  be,  a  report  upon  the  economic  and 
social  conditions  of  that  province,  and  it  contains  no  reco¬ 
mmendations  for  settlement  of  present-day  problems*  It  is  a 
report  upon  the  fiscal  problems  of  the  provincial  government, 
which  have  their  origin  in  economic  and  social  conditions  gen¬ 
erally  com  on  to  the  Prairie  Provinces,  as  well  as  in  a  clea¬ 
vage  of  financial  philosophies  most  apparent  in  Alberta  alone. 
Had  the  survey  been  broadened  to  require  a  reoort  on  the  income, 
wealth,  and  indebtedness  of  the  province  and  its  people,  we 
have  no  doubt  that  some  of  the  criticisms  expressed  by  Messrs* 
MacGregor  and  Britnell  would  be  justified  -  but  the  invest- 
igatigating  and  the  Report  would  not  yet  be  written* 

As  it  is,  the  Report  was  completed  in  thirty  days*  Not  a 
figure  (except  one  table  relating  to  the  domicile  of  Canadian 
bonds)  has  any  other  source  than  the  published  data  of  the 
Dominion  Bureau  of  Statistics  or  of  the  provinces*  No  state¬ 
ment  of  fact  relating  to  the  present  fiscal  position  of  Alberta 
has  any  other  origin  than  the  published  documents  or  the  trans¬ 
cribed  words  of  officials  of  that  province*  Only  on  such  a 
basis  could  an  impartial  yet  sympathetic  study  of  this  import¬ 
ant  Canadian  problem  proceed* 

We  find  ourselves  unimpressed,  therefore,  by  Mr.  Mac¬ 
Gregor^  variations  of  official  figures,  not  because  we  doubt 
them  one  way  or  the  othor,  but  because  in  a  problem  of  this 
magnitude  both  parties  in  a  disagreement  must  work  from  common 
ground.  If  the  data  of  the  Dominion  Bureau  of  Statistics  are 
erroneous  and  their  technique  faulty,  acceptance  by  Alberta 
of  an  impartial  commission  to  wrestle  with  the  problem  as 
suggested  by  the  bondholders  should  bring  agreement.  Meantime 
the  investigators  had  neither  time  nor  inclination  to  dispute 
the  Bureau* s  figures,  nor  was  it  necessary  because  they  wished 
to  show  an  economic  process  of  adaptation  to  maladjustment  at 
work  and  could  not  insist  on  an  exact  statistical  result*  This 
point  has  been  overlooked  entirely  by  the  reviewers  in  a  passion 
for  unattainable  accuracy  of  data*  Mr*  MacGregor's  criticisms 


The  writers  have  not  shown  or  discussed  this  rejoinder  with 
the  Alberta  Bondholders*  Committee  and  it  represents  in  its  en¬ 
tirety  thfeir  personal  comments* 
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especially  have  been  directed  towards  revision  of  official  stat¬ 
istics  by  the  inclusion  of  data  referred  to  in,  but  specifically 
excluded  from,  the  Report.  Even  so  his  revised  results  do  not 
change  the  conclusion  in  the  Report  that  "the  contraction  of 
net  income  has  been  reversed  and  the  situation  calls  for  consid¬ 
eration  of  procedures  that  might  aid  in  the  restoration  values 
and  of  income.  Obviously  the  fiscal  problem  can  never  be  corr¬ 
ected  by  the  tearing  down  of  values.". 

There  are,  however,  two  criticisms  of  tec  nique  that  are 
important.  One  is  the  statement  of  Mr.  Britnell  that  "Their 
technique  is  simple.  From  the  estimated  total  net  value  of 
production  plus  the  estimated  value  of  certain  services  are 
deducted  retail  sales  plus  an  allowance  for  the  services  of 
certain  gainfully  occupied  groups  in  the  province.  •  .  The 
balances  ...  become  without  reservation  (our  italics)  ‘con¬ 
servative  estimates  of  the  balances  of  income  available  for 
the  interest  on  the  provincial  debt*." 

The  second  criticesra,  seemingly  shared  by  both  Mr.  Mac¬ 
Gregor  and  Mr.  Britnell,  is  that  virtually  all  expenditures 
of  the  people  of  Alberta,  including  depreciation  and  some  ex¬ 
penditures  which  might  be  regarded  as  capital  expenditures, 
should  be  charged  up  to  current  earned  income  before  deter¬ 
mining  the  balance  of  income  available  to  meet  the  cost  of 
government,  including  bond  interest.  Hr.  Britnell  goes  so 
far  as  to  suggest  that  living  expenses  are  residual  rather 
than  primary  charges  upon  income. 

With  regard  to  the  first  criticism,  it  is  true  that  the 
technique  was  simple  and  was  relied  upon,  as  Mr.  MacGregor  re¬ 
marks,  for  the  first  time  in  making  an  estimate  of  economic 
capacity  in  Canada.  Had  time  permitted  the  obtaining  of  data 
relating  to  the  inflow  of  funds  into  Alberta  from  dividends, 
from  interest,  from  tourists,  and  .from  borrowings,  it  is  poss¬ 
ible  that  our  estimate  of  pecuniary  capacity  available  to 
meet  provincial  interest  payments  would  have  been  enlarged 
substantially  above  the  figures  shown.  But  time  was  not 
available,  and  the  results  of  independent  investigation  would 
never  have  had  the  advantage  of  reliance  upon  the  impartial 
and  official  sources  that  were  used. 


£ 


-dxde  laioUlo  lo  nolalvoa  atrrs wod  bedaeaib  neod  sv&ri  ^IlAlorjqea 
XlXj&oilioaqe  djid  tnl  od  bQ*ro©l»t  *d&b  lo  aoxo/floai  sdd  *^d  eoidal 
do r<  ob  e dine ©a  bar.lv©*  aid  oe  n&vti  .daaqafi  odd  400*1  bwhirl— 
la  noldoaadncs  arid”  d£r.;  daoqoH  erid  nl  aolaulonoo  ®rii  8gn®rio 
-bleaoo  aol  rJJb&o  .  ttdjt®  ©rid  ba* 'bosaovaa  n®ed  a«ri  •ooftixi  3*1 
asnlxv  noldfi*oda©q  arid  ax  hx&  drf^ln  darfd  aoanboooaq  lo  nold®*© 
-  .a  oo  ad  a  von  a®o  ^©Ic-'oaq  laorxl  arid  ^£«xroivdO  .  aasoonl  lo  bus. 

,  ,neulivr  lo  ttwob  iased  odd  bods© 

mx  oxsrid  sup!:  ood  lo  rosxo idiac  owd  ta©vevod  tsifi  ©rtoriT 
ixodT’’  ; .  XioajxT*'  .*M  lo  /Homed  adn  ©rj  r  J  oixO  .  dnJBdxoqr’ 
lo  ei/Iav  don  laded  bfedfirldae  odd  loot^  •olqji.ta  el  ©i/[  inriood 
©i£  seoivaee  nlfidioo  lo  ©irlfiv  bodeoldee  odd  snlq  noldooboiq 
lc  aeolvaofl  odd  *iol  eonx voile  afi  ai/Iq  «©Ia*  Ixeloi  bodonbob 
or"  .  »  ,  ©onivoorr  odd  nl  squoag  bexquooo  x-Xiflnl^  nlsjaso 
-aobf  ( bo llsil  ano)  nold/i'*»3©a  ducridh  ©monad  *  •  *  soonrJCxd 
*ol  el'  '£  Oifc  lo  aeoa&X&ri  odd  lo  aedenida*  evidavaea 

u .  ’dda  lainnlvoiq  ed.f  no  deo  todal  odd 

~o.$M  «*M  ridod  vi  b.r'Ms  vljwineea  ^bbooXHio  bnooee  ©riT 
sat/d  INieqxa  IX a  vllw'dalv  darid  si  «XIe ndbifi  ,iM  bit®  nogeaO 
-ro  e-mca  bn  a  noidaloorrqab  gnlbuXOfti  lo.slqoeq  erid  lc 

<ae  xirdll  aoq’ce  Isdlqeo  ae  beb*®£»*  ed  drijalm  rioxrtw  aea/zdlbaeq 
-aadob  o^olad  emonl  ftwiaAe  d/i3*#u/i>  oj  u  ba^sted®  «d  SJu/orie 
lc.  i*oo  ©rid  d.  :•&  od  sX.;  alisve  oraoooi  lc  >on>\is  ©rid  gnxtila 
08  8003  I/onrdirJ  •  *&  ©Gan Ini  bnoo  $d  ’*  ojuj.oni  «dnsTO*evoa 

d-snd  deaggi/a  od  aa  *al 
,a£aoonX  aoc^xr  ea^'Lerfo  nadJ 

©rid  d*-»r'  cini  ftl  di  tni’iloxdi;ao  da  all  odd  od  baagoa  rfdlW 
-oa  aoj  X  *aM  a£  ,noqu  bellea  saw  ona  el'mlo  •«#  eup Incised 
oimonoQB  lo  ©d  ol 

*j*b  lo  }iilnlsjd  0  crid  bodflrnsq  ax  id  •  mbm:  0  nl  x*  ioaqBO 

tabwabIvXb  nioal  sdaodXA  odnl  3bm/l  lo  »t'oIlftl  ©rid  od  gnldal© rr 
-ecoq  si  J.  iri  '.:mwottc d  *rnoil)*i5a£  tad3.C"*/od  iu<  al  tdmyiadn.r  rtsoal 
od  aldiii  Lav®  ‘(dlosciro  yjjf  rrussoq  lo  sdacX  iaa  uc  darid  alii 
bsjsa/af.  n«o»i  ©vari  bi/row  ednen^r  denao-dnl  Xi^tonivoaq  deasi 
don  a.w  ocrid  d«X  •nworie  sean^il  edt  evo#£  x 
blaow  noid^gideavrrl  dnobneqabnx  lo  adl/reo-r  or.’d  bne  teIJ3ll£vx 
laldaBafifli  srid  nocrc  oon£lXo-t  lo  o^adnavb©  odd  Ls,^  ov^d  as  van 

•boen  ©aev.'  dfir'd  aeorwoi:  Xaloillo  bnx 


3 


To  the  charge  that  our  estimates  were  made  without  re¬ 
servations  an  emphatic  denial  must  be  registered#  In  the  in¬ 
troduction  to  the  section  on  economic  capacity  the  following 
words  appear : 

In  considering  this  question  of  economic  capacity 
it  should  be  noted  that  it  is  not  a  simple  task  to 
isolate  the  business  affairs  of  a  single  province 
in  Canada  and  calculate  an  exact  estimate  of  income 
which  will  not  be  subject  to  qualifications#  Never¬ 
theless,  the  following  estimates  have  been  made  on  the 
most  practicable  and  conservative  basis,  having  regard 
to  the  availability  of  official  statistical  j.nfor- 
mation,  and  where  data  were  incomplete  the  reservations 
are  stated  and  ample  allowances  for  possible  over¬ 
estimated  have  been  made#  The  statistical  results, 
therefore,  show  the  course  of  money  income,  the  compen¬ 
sations  that  have  come  from  lower  costs  and  a  fair  app¬ 
roximation  of  economic  capacity  in  Alberta  in  redent  years 

(pp.  20-1)# 

Step  by  step  in  the  succeeding  pages  the  data  are  assembled 
with  all  reservations  and  qualifications  noted#  At  the  con¬ 
clusion  of  the  section  it  is  a  ain  stated  that* 

Because  of  the  difficulty  of  precise  measurement, 
it  is  not  contended  that  the  statistics  of  income 
show  in  exact  terms  the  margin  of  income  available, 
but,  in  general,  they  do  convey  the  effects  of  dep¬ 
ression  and  the  extent  of  adaptation  to  altered 
conditions  which  have  been  achieved#  The  follow¬ 
ing  conclusions  may  be  drawn:  (a)  there  is  capacity 
on  the  part  of  Alberta  to  meet  full  provincial  inter¬ 
est  payments  from  the  aggregate  net  income  of  the 
people  of  the  Province  and  (b)  reduction  of  the  Pro¬ 
vince^  interest  payments  can  represent  only  minor 
relief  in  solving  the  economic  problems  of  Alberta 

(p#AA« ) • 

It  is  quite  evident,  therefore,  that  the  investigators 
made  no  claim  that  their  technique  was  perfect  or  that  their 
estimates  were  exact  to  the  last  dollar#  What  we  did  contend 
was  that  the  painful  process  of  adaptation  to  altered  economic 
circumstances  was  enlarging  the  net  earned  income  of  Alberta 
citizens,  that  out  of  that  income  provincial  bond  interest  could 
be  paid,  and  that  its  arbitrary  reduction  or  even  total  sus¬ 
pension  could  afford  no  appreciable  relief  in  solving  the  ec¬ 
onomic  and  social  problems  of  Alberta  or  lightening  the  burdens 
that  maladjustment  has  thrown  on  the  shoulders  of  the  people  in 
Alberta  -  and  elsewhere# 
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Both  Mr*  MacGregor  and  Mr*  Britnell  seem  to  have  missed 
entirely  the  fact  that  our  terms  of  reference  required  us  to 
report  whether  Alberta  could  meet  provincial  bond  interest  - 
not  whether  the  earned  income  of  Alberta  citizens  was  suffic- 
ient  to  meet  all  their  expenditures  and  commitments*  At  no 
point  in  the  Report  is  it  suggested  that  the  latter  capacity 
exists  and2we  frankly  confess  our  inability  to  make  such  a 
statement  • 

We  would  like  to  agree  with  Mr*  Britnell  that  living  ex¬ 
penses  are  residual  charges  upon  income  but  stern  realities 
in  recent  years  still  lead  us  to  believe  that  curtailed  food, 
clothing,  and  shelter  expenditures  come  first,  and  taxes,  int¬ 
erest,  insurance,  etc*,  are  decidedly  second*  In  view  of  the 
limitations  of  the  terms  of  reference  and  the  actual  selections 
of  expenditures  shown  in  the  statistics  themselves,  we  are  un¬ 
able  to  concede  the  rearrangement  of  data  desires  by  both  re¬ 
viewers* 

It  was  a  matter  of  real  satisfaction  to  the  investigators 
that,  unlike  so  many  analogous  situations,  the  fiscal  position 
of  Alberta  was  such  that  no  reduction  in  expenditures,  no  in¬ 
crease  in  tacation,  and  no  recourse  to  borrowing  were  deemed 
necessary  to  service  the  debt.  In  what  we  called  a  "normal 
budget"  for  want  of  a  more  expressive  term,  we  were  able  to 
forecast  a  current  account  surplus  of  $1,434, 834* 43,  after 
providing  the  customary  services  of  the  government  to  the 
people,  full  interest  payments,  and  the  cost  of  unemployment 
relief*  If  all  capital  expenditures,  loans  and  advances,  and 
agricultural  relief  payments  were  to  be  financed  vdthout 
borrowings,  a  deficit  of  only  $192,216, 89  was  in  sight*  These 
conclusions  were  based  on  hearings  of  permanent  departmental 
officials  and  Mr.  Britnell  seems  to  have  no  serious  objections 
to  them,  although  such  an  inconsequential  deficit  on  all  acc¬ 
ounts  can  hardly  harmonize  with  his  sense  of  the  economic  in¬ 
capacity  of  the  province. 
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-  "Were  statistical  data  available  it  would  be  desire- 
able  to  indicate  the  various  outlets  for  the  disposition  of 
this  income  such  as  the  current  cost  of  government  including 
interest  charges,  insurance  premiums,  public  utilities  services, 
savings,  etc.  Information  for  such  a  segregation  is  not  wholly 
available"  (p*  42). 
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